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Dear Applicant:
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We have considered your applicatién for recognition of
exemption from federal income tax as Bé organization described in
section 501(c) (6} of the Internal Revenue Code. We have
determined that you do not qualify foriexemption under that
section of the Code. Our reasons for!this conclusion and the
facts upon which it is based are explginEd below,

The information submitted indicahés-that you were
incorporated on under the
. Your Articles of
Incoxporation provide that tha kind or:kinds of business in which
you intend to engage are "to sarve as’ a vehicle for employers of
this region to act in concert for the, purpose of purchasing
health insurance benefits for their employees. Your Bylaws
provide that your membership shall be open to any employer who
shall meet the nondiscriminatory rules)establisghed by your board
of directors. In your letter dated h you state that
your membership is open to any employer doing business in
"You
state that there are no restrictions ba the type of business for
any member employer, but that employers should have a minimum of
ten employees that will participate in: the plan and that
employers with less than @] employees|may be considered for
membership on an exception basis. In your lication, you state

health care costs. i

that you are comprised of mora than — _
— and
' ﬁwﬁto have joined fortes to regain control of

In'your application, you state théq your mission is to
provide arsa employers access to high quality, cost-effective )
care using cost-efficient local providers, and that your goal is

long term health insurance savings.




. In your application, you alao sthée_that your program
utilizes a preferred provider organization plan design, which
rewards employees and dependents by providing a higher level of
insurance coverage each time the employea salects a medical
Eﬁovider who has agreed to participatein the plan. You state

at ]
administar your " You alsgo state: that

health care and insurance costs for (NI nd their
dependents who are enrolled in the company’s health maintenance
organizati preferred provider organization plans through
more than employers. b

You state that you were formed to;review medical insurance
- costs and to find or provide alternatives to rising costs for
your members. You detexmined that emb}oYers in the rural
countias you serve were paying a premium for insurance coverage
due to a lack of managed care alternatives that would access low
cost/high quality local providers. You were able to establish a
network of providers to compete with cémmercial carriers in a
managed care program. You state that;?our founders spent three
years meeting with coalition leaders as well as varigus insurance
providers to facilitate managed care altermatives; h

met with your founders
on numerous occasions to explain why
didn’t see.a need for alternative products, and eventually told
you that the product just could not beioffered. You state that
other insurance companies such as and numerocus ;
met with your founders but alsc were jmable to meet cost and

operational obdjectives. You state that evantually,
uwas able to offer a product flexible enough to
meet all concerns and network requirements; along with your
network, UGN vas able to provide a product workable
in GEEEP. ‘You state that! ho written contract exists
between (NG -4 you. 't :
Pl
Your guarterly newsletter, publikhed by

labels itsalf as a quarterly raference!guide to the

and contains| yarious short articles
about the benefits the Program offers tc your members. The
newsletter has stated that your membership will realize a
cumulative savings of more than Sd during their first
year and that guarantea assures that your
members’ costs in the following year will be less than their
rates prior to switching to you. Onel newsletter states that the
Program guarantees membexs a ? reduction in their current
health insurance premiums if they have; Y and a
reduction if they are covered by any bther carrier, and that
these reduced rates are guaranteed for|a full 12 months.
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The financial information aubmit;éd with your application
ates that your income consiste golely of membership dues and

a small amount of interest. o ,

In response to our
ch phas

develop policies

schaduled every other month and lasting about hours.
conduct an. annual meating open to all! your memBers. You state
that your board spends its time Teviewing membership
issues/complaints, utilization costs based on records from

s _Provisions for special medical/wellnesg =
programs, as well as membership potential and budgetary items,
and that it does not deal with day-tor§ay operations of

- i M
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Section 501(c) (6) of the Code prbﬁidea for the exemption
from federal income tax of business leagues, chambers of
commerce, real-estate boards, or boards of trade, not organized
for profit and no part of the net earnings of which inures to the
benefit of any private shareholder or; individual.

Section 1.50L(e) (61-1 of the Incbie‘Tax Regulations provides .

that a business league is an associatﬁqn of persons having some
common business intérest, the purpose: of which is to promote such
common interest and not to engage in aireqular buginess of a kind
ordinarily. carried on for profit, Itf;s~an organization of the
game general class as a chamber of coh‘erce or board of trade.
Thus, its activities should be directed to the improvement of
business conditions of one or more lines of business as
distinguished from the performance of particular services for
individual persons. An organlzation whose purpose is to engage
in a regular business of a kind ordinarily carried on for a
profit, even though the business is ¢onducted on a cooperative
basis or produces only sufficient income to be self-sustaining,
is not a business league. B ,
Rev. Rul. 56-65, 1956-1 C.B. 199, | holds that a local
organization whose principal activity consists of furnishing
particular information and specialized|individual services to its
individual. members engaged in a partibular industry, through
publications and other means to effeck{e;onomies in the operation
of their individual businesses, is performing particular servicas
for individual persons. Such orxganization, therefore, is not
entitled to axemption under section 501 (c) (6) of the Code as a
business league even though it perform functiona which are of
benefit to the particular industry angﬁhe public generally.
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specifications for local construction' proj i

, Jects, together wit
ggTeg of general contractors bidding o? specific pgojects aiethe
iled. D ‘

O
Rev. Rul. 65-164, 1965-1 C.B. 238 holds that negotiatin
written gollective ba;gaining labor cbﬁtracts for th ggeneralg
membership, interpreting such contracts, and mediating or
settling jurisdictional and other disputes are to be considered

services do not further the common interests and individual
members derive a direct and non-incidental benefit from the
services rendered, the organization weuld not qualify for

exemption under section 501 (c) (6). o

Rev. Rul. 66-151, 1966-1 C.B. 152 holds that the management
of health and welfare plans for a fee!By a business league exempt
under section 501(c) (6) of the Code isjunrelated trade or
business within the meaning of sectioni513. In the revenue
ruling, thé organization’s purpose and !principal activity is to
represent its member firms in all matters pertaining to their
relations with labor and labor unions,! The organization alao
regularly manages health and welfare pians for its members,
receiving a fixed fee for each employee covered by a plan.
Significant amounts of its income and| expensas ara attributable
to the management of these plans. ;?

Rev. Rul. 68-264, 1968-1 C.B. 2641, holds that primary
activities that constitute a regular business of a kind
ordinarily carried on for profit willfgreclude exemption from
federal income tax under section 501(c} (6) of the Code. In this
case, the organization was providing gérvices to members and
nonmembers. §§

Rev. Rul. 74-81, 1974-1 C.B. 135} |holds that a nonprofit
organization formed to promote the bu?iness welfare and interests
of persons. engaged in the contractingsérhde and relatad
industries and whose principal activi;y is to provide its members
with group workmen’s compensation ingurance is not entitled to
exemption under section 501(¢) (6) of the Code. -The revenue
ruling states that by providing group; workmen’s compensation
insurance for its members, the organizition relieves the members
of obtaining this insurance on an individual basis, resulting in
a convenience in the conduct of their! businesses. Therefore, the
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organization is rendering particular ?’rvices for individual
persons as distinguished from the improvement of business
conditions. in the ‘contracting and related industries generally,

and does not qualify for exemption from federal incoma ta
section 501(¢) (6) of the Code. e X under

In A ed er Barbe é'ut'c' ns o eric
v. Commissjoner, €3 TC 53 (1977), thel ¢ourt sustained the
revocation: of the petitioner’s exempt: $tatus under section
501(c) (6) of the Code because of the extensive commercial
services provided to members, The court stated:

Bacause these activities serve asia convenience or
econcmy to petitioner’s members in the operation of
their business, we think they cohétitute "particular
sexrvices" as proscribed by the redulations. By
providing insurance or textbooks; for its members, the
petitioner relieves its members of obtaining insurance
or textbooks on an individual basis from a nonexempt
commercial business. If the petitioner did not provide
these goods and services, its members would have to
obtain them from nonexempt businpésgs at a substantial
increased cost. Thus, the organization is rendering
"particular services" for the inﬁ@vidual membars as
distinguished from an improvement{of business
conditions in barbering and beautician professions
generally. P :
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From the facts you have presanteh% it is clear that you were
formed for, and your primary activity; ¢onsists of, negotiating
‘with for-profit health care providers for discounted health care
services for your employer members. A}sp, almogt all of youx
activities, that are not directly concerned with the active
negotiations for the health care services revolve around and are
connacted with or dependent upon thisl tentral activity. We have
determined that your negotiating activity is the performance of
particular services for youx individual members, and, as such, is
proscribed from being a primary activity for purposes of
exemption under section 501(e¢) (6) of the Code pursuant to section
1.501(c) (6) -1 of the regulations. Thbjatgument described in Rev.
Rul. 56-65, gupra, is also applicable!pd you bacause your
performance of particular services is{yohr primary activity.

}

Your negotiating activity is noti similar to the exempt
negotiation activity carried on by thejorganization described
in Rev. Rul. 65-164, supra, bacause yolr negotiations represent
services to individual members which the members may purchase
elgewhere. Also, your members receivieja direct and non-
incidental benefit from your sexvices.] 'Similar to the




activity relieves your members of negotiating and obtaining this
health insurance on an individual basis, resulting in a
convenience in the conduct of their businesses. The fact that
the health sexvices may be more expensive if sought by your
members individually rather than collectively is immaterial for
purposes of exemption as noted in Aagég;éggg_ﬁggggg~§g;§g;§_§

Beauticiang of America, Ing., gupra. @ |

For these reasons, we conclude that you do not qualify for
recognition of exemption from federal| income tax under Section
501(c) (6) of the Code. You are required to file federal income
tax returns. - -

organization described in Rev. Rul, 7#181, supra,

S|
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You have the right to protest this ruling if you believe
that it is incorrect. To protest, you should submit a statement
of your views, with a full explanationiof your reasoning. This
statement must be submitted within 30;§ays of the date of this
letter and must be signed by one of your officers. You also have
a right to a conference in this‘officé!after your protest -
statement is submitted. If you want a{conference, you must .
request it when you file your protest!statement. If you are to
be represented by sdmeone who is not one of your officers, he/she
must £ile a proper power of attorney and otherwise qualify undar
our Conferance and Practice Requirements.

. o

If we do not hear from you within/30 days, this ruling will
become final and copies of it will be! forwarded to your key
-District Director. Thereafter, any qustions about your faderal
income tax status should be addregsed] to your key District
Director. i

When sending additional letters @%tp respect to this case to
the Internal Revenue Sexvice, you wil;iegpedite their receipt by
- placing the following address on the envelope:

Internal Revenue iSarvice
CP:E:EQ:T:5-CCH, Room 6539
1111 Constitution! Avenue, N.W.
‘Washington, D.C. | 120224

?%ncerely yours,

(Sgoed) Garland 3. Ot

Gérland A. Carter .
Chief, Exempt Organizations
. |Technical Branch 5
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